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Objects of the Society 


“To cultivate, promote and disseminate knowledge and 
information concerning accountancy and subjects re- 
lated thereto; to establish and maintain high standards of 
integrity, honor and character among certified public ac- 
countants ; to furnish information regarding accountancy 
and the practice and methods thereof to its members, and 
to other persons interested therein, and to the general 
public; to protect the interests of its members and of the 
general public with respect to the practice of account- 
ancy ; to promote reforms in the law ; to provide lectures, 
and to cause the publication of articles, relating to 
accountancy and the practice and methods thereof; to 
correspond and hold relations with other organizations 
of accountants, both within and without the United States 
of America ; to establish and maintain a library, and read- 
ing rooms, meeting rooms and social rooms for the use 
of its members; to promote social intercourse among its 
own members and between its own members and the 
members of other organizations of accountants and other 
persons interested in accountancy or related subjects; 
and to do any and all things which shall be lawful and 
appropriate in furtherance of any of the purposes here- 
inbefore expressed.” 


—From the Certificate of Incorporation. 
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CURRENT EVENTS 


Calendar of Events 


March 20—7:45 P. M.—Society 
Meeting — Subject: to be an- 
nounced later. Location: Wal- 
dorf-Astoria Hotel, Lexington 
Avenue at 49th Street, New York 
City. 

April 10—7 :45 P. M.—Society Meet- 
ing—Subject: to be announced 
later. Location: Waldorf-Astoria 
Hotel, Lexington Avenue at 49th 
Street, New York City. 

May 8—7:45 P. M.—Society Meet- 
ing—Subject: to be announced 
later. Location: Waldorf-Astoria 
Hotel, Lexington Avenue at 49th 
Street, New York City. 


May 19-20—Four-State Conference 
—Hotel Claridge, Atlantic City, 
N. J. 

June 23-24—Sixth Regional Chapter 
Conference—Holl’s Inn, Fourth 
Lake, Inlet, N. Y. 


January Meeting 


The January meeting of the So- 
ciety, which was attended by more 
than six hundred members, was 
devoted to the subject of Real Estate 
Accounting, and was under the 
supervision of the Real Estate Ac- 
counting Committee. 

Clarke G. Dailey, President of the 
Real Estate Board of New York, 
delivered an address on “Real Estate 
Accounting and Tax Problems from 
the Point of View of the Real Estate 
Owner”. George V. McLaughlin, 
President of the Brooklyn Trust 
Company, delivered an address on 
“Opportunities for the Certified 
Public Accountant in the Real Es- 
tate Field”. Joseph D. McGoldrick, 
Comptroller of the City of New 


York, spoke on “City Finances and 
Their Relation to Real Estate”. 
Comptroller McGoldrick’s address 
was broadcast over Station WMCA. 

The three papers presented at this 
meeting are published in this issue. 


Accountancy Bill Introduced in 
Legislature 


On January 20th, Senator John T. 
McCall introduced Senate Bill Intro- 
ductory No. 228 to amend the educa- 
tion law, in relation to the public 
practice of accountancy. 

This bill is practically the same as 
the McGinnies Bill of 1935 which 
was passed by the Assembly and 
Senate and vetoed by Governor Leh- 
man. It was re-introduced in 1936 by 
Senator Feld and was allowed to die 
in Committee. 

This bill embodies proposals 
which the Society has always op- 
posed in the past. 

The sponsor of this Bill, Senator 
John T. McCall, should not be con- 
fused with the Ambrose V. McCall, 
Assistant Attorney General who col- 
laborated with Max Furman, Assist- 
ant Attorney General, in a report to 
Attorney General John J. Bennett, 
Jr., relative to suggestions on audit- 
ing practice and procedure and the 
licensing of the profession. 


Special Committee on Auditing 
Practice and Procedure 


Pursuant to the resolution adopted 
by the Board of Directors of the So- 
ciety on January 5, 1939, constitut- 
ing itself a special committee on 
auditing practice and procedure, an 
organization meeting of that group 
was held on January 23, 1939, in- 
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cluding the additional members of 
the special committee whose ap- 
pointment was authorized by the 
Board. The Committee as a whole 
comprises : 


William H. Bell 
Samuel J. Broad 
Percival F. Brundage 
Charles T. Bryan 
Arthur H. Carter 
George Cochrane 
Walter A. Cooper 
William R. Donaldson 
Franklin C. Ellis 

A. S. Fedde 

Myron A. Finke 
Joseph Getz 

P. W. R. Glover 
Henry A. Horne 
Harry Hough 

James F. Hughes 

G. Charles Hurdman 
S. Carlton Kingston 
Joseph J. Klein 

Paul K. Knight 

Saul Levy 

John A. Lindquist 

J. Arthur Marvin 
William D. McGregor 
Homer S. Pace 
Maurice FE. Peloubet 
Hugh S. O'Reilly 
Archie F. Reeve 

Ira A. Schur 

Walter A. Staub 
Victor H. Stempf 
Morris C. Troper 
Louis Weinstein 

C. Oliver Wellington 
Ernest Willvonseder 


After lengthy discussion, the com- 
mittee agreed to proceed in its in- 
vestigation in regular parliamentary 
manner authorizing the chairman to 
appoint such sub-committees as he 
deemed necessary to consider the 
several phases of the problem. 
Accordingly, the chairman appointed 
the following sub-committees: 


Inventories 
George Cochrane, Chairman 
Arthur H. Carter John A. Lindquist 
Franklin C. Ellis Hugh S. O’Reilly 
Louis Weinstein 


Accounts Receivables 
P. W. R. Glover, Chairman 
Charles T. Bryan J. Arthur Marvin 
Harry Hough Ira A. Schur 
Ernest Willvonseder 


Supervision and Review of Engagements 
Maurice E. Peloubet, Chairman 
William R. Donaldson James F. Hughes 
Myron A. Finke Paul K. Knight 
Joseph Getz William D. McGregor 


Appointment of Auditors 
C. Oliver Wellington, Chairman 
William H. Bell S. Carlton Kingston 
Walter A. Cooper Joseph J. Klein 
Saul Levy 


In effect, these sub-committees 
will serve as “resolutions com- 
mittees”, charged with the responsi- 
bility of preparing resolutions for 
the consideration of the committee 
as a whole, following which the com- 
mittee as a whole will set dates for 
hearings on specific resolutions at 
which members may appear to parti- 
cipate in the discussion. In order 
that these hearings may be ex- 
pedited, members who wish to ap- 
pear will be invited to submit writ- 
ten statements within a reasonable 
time before such hearings to enable 
the committee as a whole to establish 
an orderly schedule of appearances 
to assure a completely rounded pre- 
sentation of all phases of the resnpec- 
tive subjects. Subsequently, revised 
resolutions will be drafted for recon- 
sideration by the committee as a 
whole, looking toward the ultimate 
presentation of such proposals to the 
membership at large for their ap- 
proval or rejection. 

Each of the sub-committees has 
had an organization meeting, and the 
work of the groups will proceed with 
reasonable dispatch. 

Every effort will be made to co- 
ordinate the deliberations of the 
Society’s special committee on audit- 
ing practice and procedure with sim- 
ilar proceedings of other State 
Societies and the American Institute 
of Accountants, in the hope that the 
profession as a whole may be able to 
agree upon pronouncements cover- 
ing auditing practice and procedure 
which will best serve the public in- 
terest. In the same connection, it is 
anticipated that an opportunity will 
be afforded to confer with repre- 
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sentatives of the Securities and Ex- 
change Commission and other inter- 
ested groups in respect of contem- 
plated proposals. 


Four-State Conference 


An Accounting Conference spon- 
sored by The New York State 
Society, New Jersey Society, Penn- 
sylvania Institute and the Connecti- 
cut Society will be held at the Hotel 
Claridge, Atlantic City, N. J., on 
May 19th and 20th. 

This conference will follow along 
the lines of the Mountain States 
Conference held last Spring at Salt 
Lake City and the Southern States 
Conference held last Summer in 
Tennessee. 

An interesting program is in prog- 
ress of development and _ further 
details will be given in subsequent 
issues of the Bulletin. 

Members are urged to mark their 
calendars and plan to attend the 
Conference which will be an out- 
standing event. 


Benson Dinner 


On Monday evening, January 
30th. over two hundred and fifty 
members of the Society, the Ameri- 
can Institute and their guests ten- 
dered a testimonial dinner at the 
Waldorf-Astoria to Philip A. Ben- 
son, a member of the Society, re- 
cently elected President of the 
American Bankers Association. 

Colonel Robert H. Montgomery, 
past president of the Society and of 
the American Institute, acted as 
toastmaster. 

Mr. Clem W. Collins spoke briefly 
on behalf of the American Institute 
and Mr. Victor H. Stempf, Acting 
President of the Society, in the ab- 
sence of Mr. Morris C. Troper, Presi- 
dent, spoke on behalf of the Society. 
Mr. Benson’s address on “Serving a 
Public Need” was broadcast over 
Station WMCA. Mr. A. S. Fedde 
acted as Chairman. 


The profession of accountancy is 
honored by having one of its mem- 
bers elected to the highest elective 
office in the field of organized bank- 
ing, a field closely related to our own. 

The dinner was sponsored by a 
Committee consisting of the officers 
and directors of the Society, mem- 
bers of the Council of the American 
Institute, past presidents of both or- 
ganizations and the presidents of 
state societies throughout the 
country. 


Sixth Regional Chapter Conference 


The Sixth Regional Chapter Con- 
ference of the Society will be held 
at Holl’s Inn, Fourth Lake, Inlet, 
N. Y., on June 23rd and 24th. 

The location is the same as last 
year and those members who were 
fortunate enough to attend, will look 
forward to returning for this year’s 
Conference. 

Details as to the program will be 
announced to members in subse- 
quent issues of the Bulletin. 


Samuel D. Patterson 


Samuel D. Patterson, a member 
of the Society since October, 1901, 
died on December 30, 1938, after a 
short illness. 

Mr. Patterson was Secretary of 
the Society from 1908-1914. 

He is survived by his widow. 


Willoughby D. Hardy 


Willoughby D. Hardy, a member 
of the Society since August 29, 1911, 
died on August 11, 1938. 


The Society has suffered a real 
loss in the passing of these men who 
indicated their interest in the wel- 
fare and advancement of the ac- 
countancy profession by their many 
years of loyal membership in the 
Society. 
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Copies of Report and Minutes of 
Conference of Attorney General 
Bennett Available 

Copies of the report of Attorney 
General Bennett and the minutes of 
the conference are in printed form, 
for sale at $1.50 each, and may be 
ordered from the Grosby Press, Inc., 


30 Ferry Street, New York City. 


Directory of Members Distributed 

In January over six thousand cop- 
ies of the 1939 Directory of Members 
of the Society were distributed to 
bankers, credit men, and the busi- 
ness public. 


The Directory is not distributed 
to the membership of the Society 
due to the recent distribution of the 
Year Book. 


Third Series of Round Table Forum 
Discussions to Begin in April 

Arrangements for the third series 
of round table meetings sponsored 
by technical committees of the 
Society are nearly complete. 

As in the past, the meetings will 
be held on Wednesday evenings and 
will begin on April 5th. 

The complete program will be 
sent to the members as soon as it 
is complete. 


ELECTIONS 


HE following is a list of members and associate members elected to 
membership in the Society at a meeting of the Board of Directors held 


on January 5, 1939: 


Membership 


Jos. W. Cannon, 570 Seventh Avenue. 
Ronald John Condon, 20 Exchange Place, 
With George Rossetter & Co. 
Sidney S. De Korp, 151 Fifth Avenue. 
Jacob H. Diamond, 10 West 47th Street. 
Herbert Samuel Goodman, 1440 Broadway. 
Ernest Wightman Harwood, 38 N. Main 
Street, Gloversville, 
With George J. Dorfman & Co. 
Harry Jacoby, 42 Broadway, 
With Gray, Scheiber & Company. 
Rudolph Theodore Klahre, 434 Palisade 
Avenue, Bogota, N. J. 
Elias Kraft, 1457 Broadway. 
Samuel L. Lewis, 1450 Broadway, 
Of Lewis & Brauer. 
David Miller, 1450 Broadway. 
Benjamin Sack, 285 Madison Avenue, 
Of The Audit Company of America. 
Max L. Steckler, 475 Fifth Avenue, 
Of Steckler Audit Co. 
William A. Swift, 90 Broad Street, 
With Lybrand, Ross Bros. & Montgomery. 


Associate Membership 


Sidney Herman Brown, 122 East 42nd Street, 
With Haas & Schlesinger. 

Richard Walter Costello, 120 Broadway, 
With Patterson, Teele & Dennis. 

Herman C. Gcldstein, 10 West 47th Street. 


Walter Andrew Hartmeyer, 19 Rector Street, 
With Byrnes & Baker. 
Howard John Haug, 84-38 165th Street, 
Jamaica. 
Julius Jacobs, 5 Reekman Street. 
Reuben Jacobson, 342 Madison Avenue. 


Sol Reiver, 80-02 Boulevard, Rockaway 
Beach. 

Raymond Victor Ringler, 3480 Seymour 
Avenue, 


With Hillside Housing Corporation. 
Hyman E. Rosenberg, 158 East Broadway. 
Nathaniel Rosenfeld, 140 William Street. 
Lawrence R. Schmidt, 67 Broad Street, 

With Haskins & Sells. 

Meyer Shatz, 1440 Broadway, 

With Fred H. Herskovitz. 

Edwin Oliver Steinmann, 89 East Avenue, 
Rochester, 
With Rochester Gas and Electric Corp. 
Irving Walter Uswald, 210 Electric Bldg., 
Buffalo, 
With Public Service Commission, State of 
New York. 


The number of members in the 
Society as of February 1, 1939, is as 
follows: 


Members .......... 2,804 
Associate Members. . __ 346 
3,150 
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BOOK REVIEWS 


Legislative History of Federal In- 
come Tax Laws—1938-1861. By J. S. 
SEIDMAN. Prentice-Hall, Inc., New 
York, 1166 pages. $10. 


This publication represents the 
result of ten years of painstaking 
research. The tremendous task of 
compilation accomplished is evident 
even by casual inspection. It is 
undoubtedly one of the really note- 
worthy reference books that in time 
will find its place in every effective 
tax library in this country. The 
material contained therein is unique 
among tax works in that it builds 
up to the tax law rather than work- 
ing down from the tax law through 
various rulings, board and court 
decisions. 

As its title indicates, it covers the 
revenue acts of 1861 to and including 
the revenue act of 1938 reporting in 
very satisfactory fashion on the con- 
tents of committee reports, the sub- 
ject matter of committee hearings 
and the various changes that oc- 
curred to the various tax bills both 
as to additions and deletions during 
their course through the House of 
Representatives, the Senate and the 
various committees of Congress. 

The indexing of this book is es- 
pecially noteworthy; it being pos- 
sible to follow, by means of a “Key 
Number” system, the development 
of any subject embodied in the vari- 
ous tax laws, through its entire 
legislative history. 

While the book is designed pri- 
marily to cover the income tax pro- 
visions of the tax laws, it does cover 
the present type of excess profits 
tax and the capital stock tax. As 
indicative of its completeness, it is 
noted that the book covers not only 


those sections of bills which actu- 
ally became law but also those sec- 
tions of bills which were deleted 
before passage but which found their 
place in later laws. The value of this 
volume can hardly be over-estimated 
to those handling tax problems, 
where the intent of Congress is often 
the deciding factor in the determina- 
tion of the meaning of the law. 


FRANKLIN C. EL is. 


Cost Accounting — Fundamentals 
and Procedures. By CLARENCE L. VAN 
SICKLE, Professor of Accounting, Uni- 
versity of Pittsburgh. Harper & 
Brothers, New York, 1938. 998 pages, 
$7.50. 


This book sets forth a very com- 
prehensive discussion of the funda- 
mentals and latest developments in 
the field of cost accounting, as re- 
lated to the various phases of manu- 
facturing, marketing and manage- 
ment. Jt includes an up to date dis- 
cussion of standard costs, marketing 
costs and budgetary control, as well 
as a chapter on mechanical appli- 
ances used in compiling costs. Each 
chapter is followed by a_bibliog- 
raphy, with references to chapter 
numbers, and the entire material is 
well indexed by subject. The sub- 
ject matter is illustrated by numer- 
ous forms, schedules and charts. 
Each chapter is followed by a series 
of related questions and there is in- 
cluded at the end of the volume 
some 250 pages of problem material. 
It should be most helpful as a guide 
to accountants and_ students of 
accountancy. 

J. ANDREW CrartTs. 
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City Finances and Their Relation to 
Real Estate 


By Josepu D. McGorprick 


NEVER does any governmental 

agency, whether it be Federal, 
State or local, undertake to provide 
any important service which is not 
demanded by a majority of the peo- 
ple. Constant pressure exerted by 
the people upon government, how- 
ever, is sufficient compulsion for an 
administration to expand or add to 
its existing activities. Since addi- 
tional revenues are needed for every 
new service provided, any group of 
competent and well-intentioned offi- 
cials thinks twice before succumbing 
to public clamor for the expansion of 
government into new fields. Scarcely 
a taxpayer realizes that in demand- 
ing new facilities for his neighbor- 
hood he is requesting the authorities 
to increase his tax bill, which is noth- 
ing less than a bill for services ren- 
dered. 

The Tax Commission of New 
York City has recently published an 
interesting pamphlet which analyzes 
our local situation. Contained in the 
introductory remarks by the Hon. 
William Stanley Miller, President of 
the Tax Department, is the follow- 
ing sage observation: 

“One popular misconception 
held by a large segment of the 
population is that many services 
rendered by the municipality are 
free. This is not the case and no 
service rendered to the public can 
ever be free for the sole reason 
that its cost must be paid by some 
one and generally is paid directly 
or indirectly by all. We speak of 
free schools, free libraries, free 
parks and free swimming pools, 
but the cost of all these services 


must necessarily be paid through 
taxes of one kind or another. 
Labelling them as free does not 
make them. so. These services 
have been demanded by the citi- 
zens of New York and an appro- 
priation has been made in each in- 
stance to take care of their con- 
struction and maintenance. It is 
true that admission is not charged 
to the individual at the gate in our 
public schools, public libraries or 
public parks, but the charge is 
there nevertheless and_ repre- 
sented in the tax bill. In other 
words, the citizens of New York 
write their own tax bill. If the 
sum total of their demands for 
municipal service is great, then 
the tax bill for services rendered 
is accordingly large.” 


No one disputes the basic duty of 
government to provide essential ser- 
vices to the people, yet in demand- 
ing more types of service, the people 
do not realize that each must be paid 
for from public funds. Every elected 
official in this administration must 
contend daily with all brands of civic 
groups which petition us repeatedly 
for new libraries, new schools, new 
hospitals, new parks and new play- 
grounds in their particular neighbor- 
hoods, yet insist upon a reduction of 
the cost of government after they 
have obtained the desired facilities. 

In the last quarter of a century the 
philosophy of government — has 
undergone drastic change. Particu- 
larly is this true in New York City 
where provision for the basic serv- 
ices of government has come to in- 
clude the humanized social services. 


Presented at the January 9, 1939 meeting of The New York State Society of Certified 


Public Accountants. 
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City Finances and Their Relation to Real Estate 


The welfare of the individual, which 
a generation ago was of little or no 
concern to the authorities, accounts 
for part of the vast expansion of our 
services. The Departments of Wel- 
fare, Health and Hospitals have de- 
veloped to such a degree that their 
costs constitute a major item in our 
budget today. Where thirty years 
ago the annual sum of $3,000,000 
was expended for public relief, we 
are today spending at the rate of 
about $275,000,000 a year. The dis- 
trict health center program con- 
ducted by the present city adminis- 
tration has benefited the populace of 
every section of New York and has 
waged telling warfare in the field of 
preventive medicine. Our hospital 
system, although admittedly inade- 
quate, is one of the best in the coun- 
try. Nevertheless, for each new hos- 
pital, health center or relief project 
more money must be expended and 
the bill for services rendered rises 
proportionately. 

In the last five years more has 
been accomplished in the way of 
modernizing the facilities available 
to our taxpayers than has ever be- 
fore been done in a similar period. 
Firetrap hospitals have been re- 
placed. Sanitary public markets 
have been opened to merchants who 
formerly trundled push carts through 
the streets. Elementary, vocational 
and high schools, as well as colleges 
have been constructed at an unprece- 
dented rate. The vast park, park- 
way and playground program which 
was dreamed of for a decade is an 
actuality. But despite this activity, 
which is of direct benefit to every 
one of the city’s seven million citi- 
zens, the burden upon real estate is 
no greater than in the pre-depression 
heyday of wasteful government. Be- 
fore we draw the actual comparison, 
it might be well to outline the man- 
ner in which government foots the 
bill for the demands of its people. 
We have three budgets to finance 
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each year—the relief budget, the 
budget for current operations and 
the capital budget, which provides 
for the city’s improvement program. 

In the past five years unemploy- 
ment relief has become a major wor- 
ry of administrators throughout the 
country. When New York was first 
confronted with the problem it little 
realized the lasting nature of the sit- 
uation and proceeded to borrow 
money to feed, clothe and house the 
needy. Had this practice continued, 
we would today be upon the brink of 
bankruptcy. When the LaGuardia 
administration assumed office in 1934 
it faced the situation squarely. 
Aware of the financial pitfalls which 
beset the problem, we explored new 
fields of taxation to avoid the perils 
which the alternative of borrowing 
was sure to bring. Despite a gen- 
eral acknowledgment that the sales 
tax was a socially undesirable im- 
post, since it had to be levied in 
some disregard for ability to pay, 
the authorities chose it as the back- 
bone of the new program, since it 
was the most practical tax to col- 
lect and would provide for the bulk 
of current unemployment needs. To 
complete the program there were in- 
cluded taxes on utilities, on the gross 
receipts of businesses, and on per- 
sonal property purchased outside 
the city limits. As the proceeds 
were specifically earmarked for re- 
lief, the levies were acquiesced in 
by a public which on the other hand 
would have opposed a comparable 
rise in the city’s debt. Relief, for 
the first time in any major city, was 
put upon a pay-as-you-go basis. 

We have continued it within the 
same principle, with minor altera- 
tions such as the levy of a separate 
tax on cigarettes, and an increase 
from two per cent to three per cent 
of the impost on purchases of liquor 
and meals costing over one dollar. 
Our extraordinary budget for un- 
employment has been continuously 
in balance. 
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The cost of current operations of 
the normal functions of the local 
government is financed in the main 
by taxes upon real estate. This is 
done by a rigid formula. A _ well- 
considered provision of the State 
Constitution limits the amount of 
tax which the city may levy upon 
real estate to 2% of the assessed 
valuation of taxable real property. 
We may never exceed this limitation 
without amendment to the Constitu- 
tion. Each year the City Council is 
required to fix the rate of our levy 
upon real estate, and this it does in 
the following manner. It deducts 
from the amount required to finance 
the expense budget for the ensuing 
twelve months the estimates pre- 
pared by the Comptroller of the an- 
ticipated revenues of the general 
fund or the oncoming year. The re- 
mainder is divided by the assessed 
value of taxable real estate thus pro- 
ducing the tax rate. 

It is with the tax rate that critics 
of any administration have their an- 
nual field day. It has been used as 
the spearhead for a countless variety 
of attacks, both worthy and un- 
worthy, against those in charge of 
the affairs of the city. Since the tax 
rate is the key to the amount prop- 
erty owners must pay in realty taxes, 
they naturally wish it to be as small 
as possible. But however ardent 
he may be, no taxpayer can wish for 
a reduction in the rate with more 
fervor than does this administration. 
A favorite method of reducing the 
rate is to increase the assessed valu- 
ation of real estate an expedient our 
predecessor administration followed 
during the early 1930’s. It was then 
that assessed valuations reached the 
all-time high of more than nineteen 
and a half billion dollars. More re- 
cently, however, these values have 
been reduced by about three billion 
dollars. 

It is evident that when assessed 
valuations go down the tax rate 
must increase, but the rate at which 


he is taxed means less to the tax- 
payer than does the dollars and cents 
total of his tax bill. When assessed 
valuations are high, the tax rate is 
low, and, conversely, when assessed 
valuations are low, the tax rate is 
high. The present basic tax rate of 
$2.80 per hundred dollars of assessed 
valuation, although an all-time high, 
lends itself to misrepresentation by 
those who would discredit the pres- 
ent administration. The taxpayer. 
however, cannot be fooled by any 
one who would mislead him, for 
while the rate may be high, the prop- 
erty owner today pays a tax bill in 
dollars of about 7% less than he did 
six years ago when the tax rate was 
twenty-one cents lower and assessed 
valuations at a record peak. Let me 
reiterate: Dollars and cents taxes 
are lower today than they were in 
1932 when the word economy was a 
political slogan and not the actuality 
it is today. 

The major difference between to- 
day and the year 1932 is that now 
the taxpayer receives full value for 
his money. My major concern is 
to reduce the dollars and cents bill 
rendered to the taxpayers. The La- 
Guardia administration has done 
just this, while its foes have been 
using the phrase “tax rate’ as a 
bogeyman to frighten the public. It 
is my belief, however, that an intelli- 
gent public will refuse to be fright- 
ened by fairy tales. 

I have before me a mass of figures 
which I have had the accountants 
of my office prepare. I shall not 
read them to you in detail, but mere- 
ly point out their significance. For 
convenience of understanding, the 
figures have been added up for two 
periods. The first period covers the 
five years from 1929 to 1933. The 
second period extends from 1934 to 
1938 and represents the five vears 
Mayor LaGuardia has been in office. 
The two periods stand in sharp con- 
trast. Since 1934 the taxpayers have 
contributed in taxes about one hun- 
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dred and twenty-five million dollars 
less than they did from 1929 to 1933 
for the actual operation of the city. 
In the earlier period the actual in- 
crease in the public debt was over 
six hundred million dollars. Since 
1934 it has been about one hundred 
and twenty-five million dollars, or 
approximately four hundred and 
seventy-five million dollars less. 

The third budget which must be 
balanced by the administration is the 
capital budget whose expansion or 
contraction is governed by the index 
of assessed valuations. 

The greatest single budgetary bur- 
den financed by real estate is the en- 
ormous debt accumulated by the city 
over a period of many years to 
finance great public improvements. 
This debt must be interpreted not as 
a worthless saddle of lead strapped 
to the back of the taxpayer, but 
rather must it be viewed in terms 
of parkways, hospitals, bridges, sub- 
ways, schools and colleges. Al- 
though some of it was undoubtedly 
spent with little prudence a number 
of years ago, in the main it repre- 
sents a vast and necessary construc- 
tion program of a continuously ex- 
panding municipality. 

Without its constitutional ability 
to incur obligations in the money 
market, New York today would be 
an obsolete city, its sick uncared for, 
its children illiterate, its commerce 
in chaos. On the other hand, had 
no limitation been placed on our 
borrowing capacity, New York 
might well have been fettered by 
financial ruin. Certainly the city 
would not have been likely to resist 
the tendency to expand beyond its 
power to repay. But since the pres- 
ent State Constitution limits debt in- 
curring power to 10% of the assessed 
valuation of taxable real property, 
our debt has kept within reasonable 
bounds and our credit is without 
challenge throughout the nation. 

The consumption of New York’s 
borrowing capacity in recent years 


has been the inevitable result of a 
necessary improvement program. 
The city was compelled to replace 
or rebuild great numbers of anti- 
quated public structures. Innumer- 
able additions to the city’s plant 
were long overdue. As the public 
will testify, new schools, new hospi- 
tals and new highways bore no taint 
of being classed as luxuries. They 
were needed and needed badly, but 
their completion brought us many 
millions of dollars closer to our con- 
stitutional limit. Upon this signifi- 
cant state of affairs I reported in de- 
tail to the Board of Estimate, which 
immediately undertook the policy of 
capital retrenchment and adopted a 
capital budget for the current year 
which will preserve a $45,000,000 re- 
serve “cushion” for emergencies. 

In a message which I submitted to 
the Board last August and which 
concerned the type of projects which 
should be included in the Capital 
Budget, I made the following ob- 
servation: 

“It may be prudent to point out at 
this time that revenue producing 
projects, from a strictly financial 
viewpoint, are more to be desired 
than are projects which yield no 
financial return. From a_ broader 
viewpoint, however, there are many 
projects such as schools which, al- 
though producing no reimbursement 
to the city, yield a higher social than 
monetary return to the public. Also 
in any expenditure for capital items 
thought must be given to the annual 
budget charges for operation and 
maintenance of new projects as well 
as debt service charges.” 


In another message I spoke of the 
limitation placed upon the city’s bor- 
rowing in the following words: 

“That a constitutional ceiling is 
lodged firmly above us is inescap- 
able. Such a limitation is to be de- 
sired for without it the only end to 
borrowing would be the practical 
curtailment of bankruptcy. It may 
be that much we would like to do 
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will remain undone, for the services 
demanded of municipal governments 
are constantly increasing. But the 
theory of spending has undergone 
a change. Where a generation ago 
schools, hospitals and other public 
improvements were scattered hap- 
hazardly throughout New York, 
subsequently to be found virtually 
useless because of population shifts, 
today we start a new era of careful 
planning for the future.” 

It is interesting to trace the his- 
tory of New York’s debt problem 
from the seventeenth century, when 
the earliest borrowings on record 
were made to finance the construc- 
tion of fortifications, the purchase of 
arms and the building of jails for war 
prisoners. When the time came to 
repay the loans, money had to be 
raised by the sale of public lands, 
donations from individuals and the 
proceeds of lotteries. A public debt 
is not recognizable, however, until 
the early eighteen hundreds, when 
permanent improvements, such as 
the building of a poor house and the 
filling in of Collect Pond, were 
undertaken. Again the maturity date 
arrived and funds were not on hand 
to liquidate the borrowing, so the 
city appealed to the State govern- 
ment for permission to issue $900,- 
000 in funding bonds. 

Following legislative approval in 
1812, the securities were issued for 
a term of fourteen years, at an inter- 
est rate of 6%. Luckily it occurred 
to the City Council that eventually 
this loan would fall due, so an ordi- 
nance was passed which earmarked 
for the redemption of this debt, the 
revenues from water rents, license 
fees, market rents as well as 25% of 
the proceeds from the sale of city 
property. 

This, then, is the point where the 
city established its funded debt and 
inaugurated the sinking fund proce- 
dure to provide for its repayment. 

From 1830 on, the funded debt 
sharply increased and in 1849 it ap- 


proximated fifteen and a quarter mil- 
lion dollars. In the subsequent 
twenty years a continued upward 
trend was due in great part to items 
like the acquisition of Central Park, 
at a cost of $10,000,000, the payment 
of $30,000,000 in bounties to Civil 
War soldiers and the construction of 
a water supply system, at a cost of 
five and a half million dollars. When 
New York annexed its surrounding 
territory and became the Greater 
City with five boroughs, the debt 
had climbed to $224,000.000. In the 
consolidation, New York necessarily 
assumed virtually all the obligations 
of the villages and towns which, un- 
til that time, had been separate en- 
tities. 

A portion was paid off from sink- 
ing funds, while revenue for the re- 
mainder was derived from the sale 
of assessment bonds and from taxa- 
tion. Interest rates varied as did 
the terms of the borrowings. So 
we find one instance of a loan made 
for a period of two hundred and 
forty-two years at an interest rate 
of 7%. Our fathers started to pay 
for it; we are making our own con- 
tributions and our children and 
grandchildren will pay their share 
until the distant year 2147. 

Three and a quarter million peo- 
ple lived in New York in 1900. 
Rural communities dotted the out- 
lying sections. Gas lamps _ illumi- 
nated the streets. Payments were 
of cobblestones. Cable and horse 
cars formed an important adjunct 
to the newly constructed elevated 
railway. Consolidation marked the 
opening of an era of rapid physical 
expansion. A notable increase in 
population made vivid the need for 
rapid transit facilities. The con- 
struction of the Catskill water sys- 
tem barely caught up with the pub- 
lic need. Commerce in New York 
Harbor required newer and bigger 
and more abundant piers. School 
buildings sprang up in newly de- 
veloped neighborhoods. With the 
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importance of metropolitan New 
York came the importance of its 
government. So marked was its 
physical expansion that the year 
1920 found the funded debt at a 
billion and a quarter dollars. Great 
as this expansion was, the decade of 
the "Twenties almost doubled it. 

In the past ten years we have seen 
the most phenomenal development 
in history of the services which our 
government provides for its citizens. 
With an increase in this period of 
more than 40% in population, with 
the doubling of the assessed valua- 
tion of real estate and with historic 
expansion in commerce and manu- 
facturing, capital improvements once 
thought to be luxuries have become 
necessities. Also with progress in 
business there has come progress in 
the philosophy of government. 

Today we are providing for the 
needs of the people to an extent 
which could not have been predicted 
two decades ago. Our budget has 
shown a consequent increase. Hos- 
pitals and health centers of the most 
modern type today provide for needs 
which yesterday were disregarded. 
Our playgrounds have taken young- 
sters from the streets. Our slum 
clearance and housing program, 
now in its infancy, will ultimately 
fill the greatest need of a vast sec- 
tion of our people. Our public of- 
ficials today must know less of poli- 
tics than of sound social philosophy. 
Any program of the future however 
judicious will be costly but inevit- 
able. If we are compelled to spend, 
we must spend with discrimination 
and for humanity. 


Tax Levy for Budget Purposes 


468,549,529 
517,122,624 
436,182,777 

$2,358,483,910 


$ 438,696,450 
450,199,780 
440,388,934 
465,882,180 

$2,232,819,563 
$2,358,483,910 


Total decrease.. $ 125,664,347 


Increase in Public Debt 


Bonds 
Redeemed 

Year Bonds Issued or Cancelled 
1929.. $ 487,365,500 $ 327,020,087 
1930. . 461,740,000 250,287,789 
1931.. 369,425,000 251,169,578 
1932. . 198,085,000 149,497 803 
1933... 273,415,000 199,665 487 
Totals $1,790,030,500 $1,177,640,744 
Bonds Issued....... $1,790,030,500 
Bonds Redeemed or 

Cancelled 1,177 640,744 

Net Increase...... $ 612,389,756 

Bonds 
Redeemed 

Year Bonds Issued _ or Cancelled 
1934.. 152,906,000 $ 148,036,387 
1935.. 178,419,000 239,101,247 
1936. . 141,618,000 100,045,174 
1937... 359,750,000 333,525,872 
1938. . 232,184,750 115,169,997 


Totals $1,064,877,750 


Bonds Issued 


$ 935,878,677 


Bonds Redeemed or 


Cancelled 


Net Increase...... 


Net Increase 1929-33 


Net Increase 1934-38. . 


$1,064,877,750 


935,878,677 


$ 128,999,073 


$612,389,756 
128,999,073 


Decrease in Rise.... $483,390,683 
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from the Viewpoint of the Real Estate Owner 
By Crarke G. DaILey 


I COME before you tonight as 
President of the Real Estate 
Board of New York, an organization 
composed of real estate brokers, 
agents and owners located almost 
entirely on Manhattan Island. Our 
Board was organized almost fifty 
years ago as a Board of real estate 
brokers, but in the course of time 
expanded by taking in many real 
estate owners, architects, real estate 
lawyers—and fina!ly combined with 
the Building Managers and Owners 
Association, to which belonged all 
the prominent managing agents in 
Manhattan. 

The Board endeavors to promote 
the welfare of its members and the 
safety of real estate ownership by 
acting as an advocate before the 
people on public questions affecting 
realty. In addition, it performs a 
number of services for its members. 
Its Records Department is probably 
the most complete of the kind in the 
world. A card index of ownership 
changes is kept up to date by enter- 
ing deeds, mortgages and leases as 
quickly as possible after such instru- 
ments are recorded. A comprehen- 
sive library is maintained for the use 
of members. A monthly news bulle- 
tin adds to their information. The 
Board’s Code of Ethics maintains 
high standards in the conduct of the 
real estate business. Brokerage com- 
mission and appraisal rates are pre- 
scribed and minimum management 
fees are listed. The efforts of the 
officers and the paid staff are aided 
by a number of committees con- 
stantly at work on problems affect- 
ing in one way or another the con- 
duct of the real estate business. One 


of these active, standing committees 
is that on Accounting and Exchange, 
which, as shall be indicated, has 
done much to help solve real estate 
accounting problems. 

Of such problems, let us consider 
first those of the managing agent, 
whose functions combine the physi- 
cal managment of property or prop- 
erties entrusted to him, the making 
of leases, and the collection of rents, 
electric light, water and other items 
due from tenants. Managing agents’ 
accounting records are kept largely 
on a cash basis. It is the custom of 
managing agents to render to owners 
a monthly statement of accounts col- 
lected and amounts disbursed, de- 
duct commissions and management 
fees from the net result, and forward 
a check for the remainder with the 
statement. 

The Real Estate Board of New 
York has made effective efforts to 
aid its members with respect to their 
accounting practices. The Account- 
ing and Exchange committee has 
been working for some years on 
standard methods, and has developed 
numerous standard forms, such as a 
purchase order, a manual, and an 
approved standard form of statement 
to be presented to the owners. These 
standard forms, particularly the monthly 
statement to owners, have been of 
value not only in providing a simple 
means by which managing agents 
could reveal the true accounting pic- 
ture of each property to the owners, 
but in enabling agents to co-operate 
with the Committees statistical ac- 
tivities, particularly its operating 
cost surveys. 

Elimination of a multiplicity and 
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variety of forms is the need of the 
hour. One managing agent informed 
he had to make his reports in four- 
teen different forms in order to meet 
the whims of various owners. Any- 
thing which adds to the burden of 
detail carried by managing agents 
for owners means an added expense 
which must be reflected in increased 
management fees—or, worse yet, di- 
version of agents’ attention from 
more important managerial duties. 
The New York State Society of 
Certified Public Accountants can 
greatly assist in the establishment 
of proper standard forms and no- 
menclature and spreading their use. 


In addition to preparing standard 
forms, the Real Estate Board of New 
York governs to some extent the 
accounting and other relationships 
between agents and owners. For 
example, during the current year, 
in an effort to maintain high stand- 
ards in the conduct of the real 
estate business and to make a matter 
of regulation that which had become 
generally approved as common prac- 
tice, the Board amended its code of 
ethics to provide that monies re- 
ceived by managing agents on behalf 
of principals must be so deposited 
as not to become mingled with the 
general funds of the agent, and to 
provide that every managing agent 
who is a member of the Board should 
have covered by a fidelity bond each 
employee responsible for the han- 
dling of funds of others. 

The real estate owner must keep 
the usual books of account and, as 
well, subsidiary records such as a 
mortgage record, showing the de- 
tails of mortgages on the various 
properties, such as rates of interest, 
due dates for amortization and final 
payments, with memoranda of all 
special clauses—also a book of plans 
showing every space in a particular 
building marked off as to occupied 
and vacant. The plan book serves as 
a check on the tenants’ records and 
indicates vacancies, subject to check 


by inspection of the individual 
properties. 


In many real estate offices a valu- 


able service is performed by the 


accounting department’s budgeting 
and forecasting activities. Through 
the information thus supplied man- 
agement is enabled to plan financial 
administration in such a way that 
funds are always available for the 
payment of fixed and other charges, 
and tentative rental schedules com- 
pared with known expenses. 

Preferably each property owned 
has a separate corporate entity and 
a complete set of books. This seg- 
regates the liability incident to each 
property. Recent legislation and 
court decisions have increased the 
hazard of ownership of mortgaged 
property. The deficiency judgment 
problem cries for a permanent solu- 
tion. 

The complexity of real estate ac- 
counting for owners and agents is 
aggravated by the immense amount 
of detail work involved in prepara- 
tion of the multiplicity of city, state 
and federal tax returns, social securi- 
ty and unemployment insurance rec- 
ords and the like all made the 
more dizzying by frequent interpre- 
tations on the part of administrative 
agencies and by changes in the laws. 
In the case of social security taxes, 
the Real Estate Board has recom- 
mended that managing agents 
charge owners an additional fee for 
making the returns. 

Matters involving income tax pay- 
ments are so voluminous and com- 
plicating I shall not attempt to speak 
of them here. 

Income .taxes, as to real estate 
owners, unfortunately, are not large 
in recent years. They are state and 
federal aggravations of a local incu- 
bus. To the real estate owner local 
real estate taxes are of such harass- 
ing nature that the perplexing prob- 
lem of properly recording disburse- 
ments and making returns is a wel- 
come diversion from contemplation 
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of the effect of the present stagger- 
ing burden upon income. 

In New York County the tax rate 
for 1938 reached the all time high of 
2.93, further aggravated by wide- 
spread overassessment. The record 
of all open-market sales during the 
year 1937 compiled by the Real 
Estate Board of New York shows an 
average assessment for purposes of 
taxation of 20.66% in excess of mar- 
ket values. Allowing for this it will 
be seen that the actual real estate 
taxes on the average made a levy of 
{4% of actual market value—and 
the overassessment and overtaxation 
tor 1938 is even greater. 

Some idea of what this means to 
the real estate owner may be gleaned 
from answers to a questionnaire cov- 
ering receipts and disbursements for 
the years 1935-1937 sent out by the 
Realty Advisory Board on Labor 
Relations. Replies sufficiently com- 
plete for tabulation were received 
from 301 income-producing proper- 
ties. These showed that in the year 
1937 24.6% of the gross income of 
these buildings went for local real 
estate taxes. Since then the tax rate 
has gone up 17 points. While rents 
have been falling operating expenses 
have increased. The pay of building 
service employees has so increased 
during the last few years that they 
now constitute one of the highest 
paid unskilled labor groups in the 
world. 

These are among the factors which 
made it necessary for Governor Leh- 
man to recommend in his annual 
message to the legislature that the 
mortgage moratorium be again ex- 
tended, but with provision for gradu- 
al tapering off. That the moratorium 
must eventually be tapered off every 
one knows, but to informed observers 
of the situation the need for its pres- 
ent extension is imperative. 

Much or the present drain on the 
taxpayer can be avoided, despite ex- 
tensions of governmental activity. 
While the present city administra- 


tion is an admirable one in many 
respects, it is disheartening to hear 
the authorities complaining about 
duplicating county offices and clerk’s 
salaries costing an unnecessary hun- 
dred thousand dollars, when nothing 
is said of the millions that might be 
saved if salaries of teachers, firemen, 
policemen and other city employees 
were placed at levels maintained dur- 
ing the existence of the bankers’ 
agreement. And we must not forget 
the pressing necessity of reorganiz- 
ing our pension systems to force fire- 
men and policemen to contribute on 
an equitable and actuarial basis be- 
fore pensions become frozen as a 
municipal obligation in July of 1940 
as a result of the recent Constitu- 
tional changes. 

Added to generally adverse econ- 
omic factors, overtaxation has oper- 
ated to depress still further the value 
of real estate and to retard the move- 
ment toward recovery which is be- 
ing experienced in other segments 
of the business world. The value of 
any investment depends upon its net 
operating income—and it will there- 
fore be seen that, because of the 
serious impairment of that income 
entailed through excessive taxation, 
the governing authorities are de- 
pressing the very values which their 
assessments wrongfully exaggerate. 

A correction of one of these abuses 
is promised hy the new taxation 
article in the State Constitution, 
which, among other things, forbids 
assessments for purposes of taxation 
in excess of full value and commands 
the Legislature to provide for the 
supervision, equalization and review 
of assessments. This new constitu- 
tional protection, along with con- 
tinuation of existing municipal debt 
and tax limits and the assurance that 
experiments in the field of public 
housing are not to be at the expense 
of real estate, offer some encourage- 
ment to the real estate owner and 
some grounds for hope for eventual 
recovery in the value of realty. It 
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can only come, however, from vigil- 
ance in seeking relief from burden- 
ing taxation and when rentals make 
substantial recovery from the low 
ebb to which they have fallen. 

In connection with the problems 
arising from overassessment and the 
need for correction, the services of 
certified public accountants should 
be of considerable aid. The impar- 
tial imprimatur of an outside certi- 
fied public accountant should add 
immensely to the weight, as evi- 
dence, of real estate records in cases 
involving writs of certiorari before 
the courts, or in any appeals from 
overassessment brought before such 
a reviewing tribunal as may be 
created by the legislature to imple- 
ment the new constitutional provi- 
sion. 

Certified public accountants could 
likewise aid through devising means 
for accurate reporting of the gross 
income of retail merchants occupy- 
ing premises under percentage leases. 
CPAs could help in the consumma- 
tion of real estate transactions. De- 
termination of value for sales pur- 
poses is materially aided if prospec- 
tive investors are furnished with a 
certified accounting of the income 
and expenses of property under con- 
sideration. 

Certified information of that sort 
might also be made available to first 
mortgagees, especially where there is 
threatened default. The equity owner 
would then, by reason of his having 
furnished detailed information of so 
authentic a nature, be assured a 
much more sympathetic adjustment 
of first mortgage interest and amor- 
tization. Accountants could well 
bring home to mortgagees the sound- 
ness involved in a reduction of inter- 
est and a conversion of that revenue 


into amortization of the principal of 
the mortgage. 

Authentic records, as standard 
practice, would operate to encourage 
lenders of new mortgage money on 
real estate and, eventually to larger 
loans than are currently made. It 
would be in line with the policy of 
the Real Estate Board of New York, 
which about two years ago em- 
barked upon a fact-finding under- 
taking with a view to furnishing the 
public with data as to open-market 
sales, new mortgage loans, forecios- 
ure activity, and in general, the same 
sort of market information as may 
be had concerning any other form 
of investment. This has operated 
not only to remove the mystery from 
realty, but has provoked a sympa- 
thetic understanding on the part of 
the public regarding the problems 
confronting real estate ownership 
and the part it plays in the general 
economy. Such public understand- 
ing, combined with the federated ef- 
forts of real estate taxpayers, is un- 
doubtedly responsible for the new 
constitutional protections for real 
estate, which give promise of future 
protection and stabilization of 
values. 

In this discussion I have pur- 
posely omitted details of technical 
accounting problems as I am not an 
expert accountant. One of your 
members, Mr. Max Fink, who is here 
tonight, is a member of our com- 
mittee on Accounting and Exchange. 
If therefore, you have any questions 
to ask, if they are of a technical na- 
ture, I am sure Mr. Fink will assist 
me in answering them. If they are 
of more general character, relating 
to some of the problems I have re- 
ferred to, I shall be glad to attempt 
to answer them myself. 
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Accountant in the Real Estate Field 
By Georce V. McLauecuuin, C. P. A. 


I APPEAR before you tonight with 

a certain measure of hesitation, 
if not timidity. For although I am 
technically a C.P.A., I have not prac- 
ticed in twenty-eight years and, to 
borrow a form of expression used by 
a friend of mine to refer to his mem- 
bership in the Masonic order, I might 
qualify as a “titular” C.P.A. 

In fact, I think it is a fair state- 
ment that there has been more prog- 
ress in the profession of accountancy 
in these last 28 years than there has 
been in any other profession. So 
great have the changes been, that if 
I were to attempt to set up books for 
even a medium-sized corporation to- 
morrow, I should probably become 
lost in a fog of Social Security taxes, 
before the end of the day. As has 
been the case in most businesses and 
professions, recent progress in ac- 
countancy has been the fruit of 
necessity. In a word, accountancy 
has advanced and broadened itself 
because more demands have been 
made and are still being made upon 
it. 

Some of you younger men might 
find it difficult to conceive of a world 
in which there were no income taxes. 
Yet, it has been scarcely a quarter 
of a century since the first Federal 
Income Tax law was passed. Less 
than 30 years ago the old Excise Tax 
law—the predecessor of the income 
tax—was passed. The year 1913 
probably marked an important turn- 
ing point in accountancy. Prior to 
that time the independent account- 
ant and auditor were rarely called in 
unless there was trouble—except, of 
course, in the case of large enter- 
prises. Unfortunately, this is. still 


the case in too many instances to- 
day, but not nearly to the extent that 
prevailed before the income tax 
came into existence. 

When small and medium-sized 
business corporations found that 
they must either keep complete and 
accurate books or run the risk of 
going to jail, they naturally decided 
in favor of keeping books. At the 
same time, the income tax law 
marked the beginning of a trend in 
accountancy which has, in my opin- 
ion, great possibilities for the future. 
By this I am referring to the intro- 
duction of specialists and outside ex- 
perts into the staffs of accounting 
and auditing firms. 

Many of us remember the humor- 
ous story which circulated in the 
early days of the income tax about 
the man who asked his lawyer for 
advice on filling out his income tax 
return and who was referred by his 
lawyer to his accountant, only to be 
referred back to the lawyer. The 
fact that neither the lawyer nor the 
accountant knew all that one needed 
to know about the income tax 
brought into being a new type of 
specialist—namely, the income tax 
expert. This expert was not neces- 
sarily a lawyer or an accountant 
(although sometimes he was both), 
but he had a thorough knowledge of 
his particular subject. It was not 
long before firms of accountants 
found it absolutely necessary to add 
income tax experts to their staffs in 
order to advise and serve their 
clients adequately. 

If we fix the date of the “first 
revolution” in accountancy at about 
the time of the inception of the in- 
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come tax, we might say that the 
“second revolution” began with the 
great depression of 1929-19? When 
business enterprise suddenly found 
themselves unable to borrow money 
to pay their debts, creditors began 
to demand accountings. This proc- 
ess was accelerated by the enact- 
ment of the Securities Act, the Se- 
curities and Exchange Act, Section 
77B of the Bankruptcy Law and 
various other State legislation such 
as the so-called Schackno Act and 
the Mortgage Moratorium. While 
business in general languished at the 
bottom of the depression curve, the 
reorganization business boomed up 
to an all-time peak. Reorganization 
Committees, Trustees, Attorneys, 
Referees, and Judges all united in a 
deafening chorus of demands for 
figures and more figures. Of my own 
knowledge, one well-known account- 
ant had to spend considerable time 
in the hospitable as a result of over- 
work in tracing down the assets and 
liabilities of a large hotel. 


Suffice it to say, however, that the 
accountant in general has risen to 
the occasion and has met the de- 
mands made upon him. In this way 
he has begun to create for himself 
the role of “business advisor,” which 
naturally reaches far above and be- 
yond the function of bookkeeping 
and auditing. It is in this direction, 
I believe, that the future progress of 
accountancy lies. 


And to follow this path implies 
that many of those engaged in ac- 
countancy will have to divest them- 
selves of what is sometimes called 
an “inferiority complex.” The law- 
yer, for example, is usually not 
averse to speaking with authority on 
economics, international affairs, busi- 
ness practices, and various other 
subjects not immediately connected 
with the practice of law. Even the 
physician or the dentist is often not 
unwilling to give advice on matters 
outside the realm of their respective 
professions, and as for clergymen, 


all one needs to do is to read the 
newspapers and listen to the radio. 
The same holds good for college pro- 
fessors. But the accountant is some- 
times even afraid to tell his client 
that a certain item of maintenance 
expense should not be capitalized. 

This brings me to the topic of the 
evening, namely, the function of the 
C.P.A. in the real estate field. Real 
estate accounting—one might even 
say the lack of it—is a thing peculiar 
unto itself. Because real estate in 
general has been the subject of so 
much speculation and manipulative 
trading, it is not surprising that it 
has drawn into the field many indi- 
viduals who have not the slightest 
conception of the difference between 
income and return of capital. This 
fact is reflected in the almost uni- 
versal disregard of depreciation in 
computing income from real estate. 
Most of us remember the time when 
everyone said that “the appreciation 
of the land value offsets the depre- 
ciation of the building.” One rarely 
hears this expression now, but one 
still finds many owners and opera- 
tors of real estate who ignore depre- 
ciation entirely and think only in 
terms of cash outlays for “mainte- 
nance and replacements.” 

This is a point upon which you 
can advise your clients—if I may 
use the term-—in determining the 
true income from their real estate, 
and an opportunity to point out 
that income, if computed without re- 
gard to depreciation, contains a sub- 
stantial element of returned capital. 

In this city there are many thou- 
sands of instances where a holder 
of a mortgage on improved real es- 
tate would be in far better position 
today if he had insisted upon amorti- 
zation of the mortgage commen- 
surate with depreciation of the 
property. This applies to institu- 
tional as well as individual mort- 
gage holders. The holder has almost 
without exception regarded the in- 
terest return on his investment as 
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income in its entirety, and has shut 
his eyes to the fact that depreciation 
has in the meantime wiped out a 
large part of his principal. I realize 
that depreciation is a complex 
subject. The so-called straight-line 
method of depreciation is not enough. 
Progress of science and the arts 
creates that insidious thing called 
obsolescence. Changes in the character 
of population of a neighborhood 
sometimes accelerate the rate of de- 
preciation in the value of any parcel 
of real estate, and those who ignore 
this fact are simply deceiving them- 
selves in the matter of the income 
which they receive. This applies 
whether the “capitalist” is a mort- 
gagee, an owner free and clear, or an 
owner of an equity. 

The determination of depreciation 
is a subject so complex in itself that 
the accountant cannot be expected 
to solve it alone. It may well be 
that the advice of an engineer should 
be sought in many cases. In the 
future | would not be surprised to 
find engineering departments, staffed 
by competent engineers, in the large 
accounting firms. Not only on the 
subject of depreciation, but also on 
the subject of necessary repairs and 
replacements, could the advice of 
competent engineers be very help- 
ful. It might also be necessary to 
include one or more architects on 
the staff of an accounting firm 
specializing in real estate. A few 
weeks ago, I suggested humorously 
that a good detective might be a 
helpful addition in tracing down 
missing inventory. 

The beginning of the general 
trend toward the use of experts and 
specialists has already made itself 
manifest in the field of hotel account- 
ing, which, so far as I can judge, is 
in the vanguard of progress in ac- 
countancy. I happen to be a direc- 
tor of a hotel corporation and have 
had occasion to benefit by the expert 
advice of a member of the staff of 
one of the principal hotel accounting 


firms, and I| can testify that it was 
extremely helpful and_ valuable. 
These experts will tell you whether 
the prices you are paying and your 
costs in general are in line with 
other comparable enterprises, or 
whether they are excessive. This is 
not strictly accounting—it is busi- 
ness advice. 

Something of the same thing 
could be done in the real estate field. 
I realize that the task in that field 
is far more difficult, for the reason 
that real estate falls overwhelmingly 
in that general category referred to 
as “small business,” while in the 
hotel field there is a much larger 
proportion of enterprises which could 
qualify under the head of “big busi- 
ness” and thereby afford the ser- 
vices of a permanent resident audi- 
tor. Nevertheless, there are oppor- 
tunities in the real estate field, not 
only for auditing, but also for busi- 
ness advice. 

In the field of fiduciary manage- 
ment of real estate—and here I speak 
from experience—we find that a con- 
tinuous check-up and control over 
agents is an absolute necessity if we 
are to perform the duties with which 
we are charged. Real estate manag- 
ing agents are no more and no less 
honest than humanity in general, 
and suffice it to say that if humanity 
in general were 100% honest the 
bonding companies would have no 
business. An agent submits his re- 
port of income and disbursements, 
together with receipted bills which 
serve as vouchers supporting the 
disbursement entries. We check 
them both ways. An inspector makes 
a surprise spot check on vacancies and 
collections from time to time in or- 
der to verify the income statement. 
Expense vouchers are examined by 
an individual familiar with prevail- 
ing costs of supplies and repairs. In 
the case of maintenance work, the 
inspector verifies that the work has 
actually been done, and in the case 
of structural alterations and large 
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maintenance and replacement under- 
takings, we have an architect conipe- 
tent to pass judgment thereupon. 
Any attempt to “pad” expenses is 
soon detected, so far as it is humanly 
possible to do so. 

But what of the individual owner 
of real estate, who may be that 
blackguard of song and story, “the 
absentee landlord?” Unless he is a 
wealthy man with extensive hold- 
ings, he certainly cannot afford to 
pay inspectors, architects, and other 
experts to check up on the neatly- 
typed report of receipts and dis- 
bursements furnished to him by his 
agent. He must simply trust the 
agent, and that is all there is to it. 
Even if the usual annual audit of 
the books of the agent were to be 
made, it would not necessarily prove 
anything to the owner except the 
fact that the agent’s books were in 
accord with the statements to the 
owner. The auditor, in such cases, 
would state, as usual, that he had 
made no audit of individual transac- 
tions. 

In addition to the services which 
the accountant and auditor might 
well render the owner of real estate 
by way of checking up on the agent, 
another important field involving 
the computation of net income is 
opening up. Many reorganization 
indentures provide that all net in- 
come from a parcel of real estate in 
excess of fixed or contingent inter- 
est, or a certain part thereof, must 
be devoted to amortization of the 
mortgage. This principle also is 
embodied in a portion of the so- 
called Mortgage Moratorium Act. 

This type of real estate account- 
ing involves the definition of true 
net income from the property. If 
net income is not properly computed 
and stated, an injustice is done 


either to the owner or to the mort- 
gagor, depending on whether income 
is understated or overstated. 


I am 


aware that most indentures attempt 
to define net income, but it must be 
remembered that these indentures 
were drawn by lawyers, not account- 
ants, and the definition often fails to 
define net income with any degree 
of exactitude. The question whether 
books are to be kept on a cash or 
accrual basis is rarely, if ever, settled 
by the definition in the indenture. If 
it is decided to account on an accrual 
basis—and if you don’t accrue taxes 
the result will be fantastic—many 
difficult questions arise. Are you 
going to accrue repairs and mainte- 
nance on a budget basis, and if so, 
who fixes the budget and who de- 
cides whether it is adequate or in- 
adequate? If repairs and mainte- 
nance are handled on a cash basis, 
you will inevitably obtain some 
strange fluctuations in net income 
which will be hard to explain. 

I have mentioned a few of these 
points to illustrate to you the extent 
to which there is a field for your 
services, particularly if you are will- 
ing to become business advisors 
rather than mere bookkeepers. My 
advice to you, in so far as I can offer 
any, is to study the real estate field, 
cultivate it, and show the owners of 
real estate how you can perform 
valuable services for them. 

Perhaps it may be breaking with 
traditions of accountancy to venture 
into the field of business advice and 
to employ outside experts, but my 
answer is that the traditions have 
already been broken and you might 
as well make the best of it. If you 
neglect the real estate field, it will 
not be many years before a small 
army of former employees—not to 
mention officials—of the H. O. L. C., 
the F. H. A., the Federal Home Loan 
Bank and the R. F. C. will be offer- 
ing to owners and holders of real 
estate many services which account- 
ants might have offered. Briefly, all 
I can say is, “don’t miss the boat.” 
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Quasi-Public Corporations” 


By Ernest WILLVONSEDER, C.P.A. 


OLUNTARY hospitals, univer- 

sities, libraries, organized chari- 
ties and similar quasi-public corpora- 
tions receive bequests and donations 
from time to time which are limited 
in varying degrees both as_ to 
use of principal and current income. 
In such cases it becomes the duty of 
the accountant to see that the princi- 
pal is set up as a trust fund and that 
the income is used for the purposes 
designated by the testator or donor. 
It is also necessary to see that capi- 
tal gains or losses are accounted for 
as specified. 

The common form of fund gener- 
ally specifies that the principal be 
kept intact and that the income be 
used for certain purposes only. Capi- 
tal gains are added to principal un- 
less specific permission is given to 
consider such gains as income. On 
the other hand, capital losses are 
usually made up out of future in- 
come unless express permission has 
been granted to apply such losses to 
diminution of principal. 

In order to carry out the provi- 
sions of such specific trusts it has 
been almost universal practice to 
make investment of each such be- 
quest or donation and _ thereafter 
those assets remain earmarked as 
constituting the principal of the 
fund. It is obvious that in this way 
accounting for both principal and 
income is facilitated in the early 
years of the fund for each fund is an 
absolutely separate entity. 

The situation changes, however, 
as the original investments, fre- 
quently turned over by the testator 
or donor, either mature or are other- 
wise liquidated. The factor of capi- 


tal gains or losses then frequently 
affects the principal so that what was 
formerly a round sum becomes an 
odd sum which makes impossible re- 
investment in securities belonging 
exclusively to any one fund. As a 
result we find in institutions having 
a number of such funds that mort- 
gages and other investments are cut 
into pieces resembling cross-word 
puzzles, each piece being designated 
as belonging to a different fund, in 
order to maintain the theory of inde- 
pendent administration of each fund. 
When an investment is artificially 
cut up in this way it greatly compli- 
cates the accounting work for every 
income item must be cut into as 
many pieces as the principal and 
must be entered as many times as 
there are pieces. 

While the segregated investment 
of such funds presents a problem 
which necessitates financial fictions, 
the depression has brought about 
more serious situations which in 
some cases have made necessary the 
curtailment or entire cessation of 
long established functions which de- 
pend on the income of such funds. 
There is probably no iarge quasi- 
public institution in the country 
which has a number of such estab- 
lished funds which has not found 
that while the investments in some 
few funds have remained intact and 
yielded the usual income, some have 
suffered at least temporary reduc- 
tion in income, while others, particu- 
larly those which had been invested 
in what were once considered gilt- 
edge mortgages, now own real estate 
which yields no income but actually 
produces losses. In some of the lat- 


* An article prepared at the request of the Society's Committee on Practice Procedure. 
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ter cases capital investments are nec- 
essary to rehabilitate buildings after 
foreclosure. Where no money is 
available in the fund for such pur- 
poses, appropriations must be made 
out of the general fund, with the re- 
sult that a non-income producing 
property is then owned in part by a 
specific fund and in part by the gen- 
eral fund. 

In view of the fact that the mere 
circumstance of investment alloca- 
tion in the beginning when all 
investments made were considered 
equally good and in compliance with 
the State law governing the invest- 
ment of trust funds, subsequently 
brought about a situation, due to the 
depression, where one fund con- 
tinued to function while others were 
either impaired or stopped entirely 
because their investments cracked 
under the financial stringency, the 
question has been raised as to the 
advisability of pooling investments 
so that impairments in income would 
be spread, and both capital gains 
and losses would be equitably appor- 
tioned over all the funds so pooled in 
the proportion which the principal of 
each fund in the pool bears to the 
total principal pooled. In this way 
the law of averages would be given 
opportunity to function. 

In view of the fact that the same 
governing or finance committee gen- 
erally makes all investments, it ap- 
pears reasonable that any method of 
operation which would prevent a sin- 
gle unfortunate investment from 
being localized in one fund where a 
maximum impairment of functions 
may result, should appear fair and 
equitable. There are undoubtedly 
bequests or gifts which specifically 
stipulate that the funds must be seg- 
regated. Such funds, of course, must 
by their terms be left out of any pool- 
ing arrangement. 

The Committee on Practice Proce- 
dure of The New York State Society 
of Certified Public Accountants sent 
out a questionnaire to its members 


to ascertain to what extent pooling 
of specific fund investments is now 
prevalent and whether the practice 
could be made general or at least ap- 
preciably extended. On the Commit- 
tee there are members of some of the 
largest accounting firms and the re- 
plies may therefore be considered 
fairly representative. 

Several replies disclosed that pool- 
ing of investments has been noted in 
individual cases but where done it 
Was upon opinion of counsel after 
study of the terms and conditions 
of each fund. 

One reply pointed out that trust 
companies, confronted with the prob- 
lem of investing trusts without un- 
invested cash balances remedied the 
situation by securing an amendment 
to the banking law of this State ef- 
fective July 15, 1937 which permits 
the commingling of trust funds for 
investment purposes. 

The consensus of opinion appears 
to be that pooling where possible is 
desirable but that it should not be 
done except after study by counsel 
of the terms and conditions under 
which each specific trust is created. 
Where, for example, specific securi- 
ties are contributed to establish a 
given trust it is probably obligatory 
to maintain a segregation unless the 
donor has indicated otherwise. One 
member took the trouble to obtain 
the opinion of a number of lawyers 
and found it their opinion that a 
common investment of trust funds is 
legal but that a bond or mortgage 
could not be cut up so that different 
trusts would hold parts in the same 
investment. Finally, it appears that 
where funds might otherwise have 
been pooled at their inception or 
while their investments rated as 
“legals” under the laws of New 
York, it would be improper to pool 
investments which have defaulted or 
become otherwise impaired, with 
those in other funds which have 
shown no deterioration. 

Where fund investments may leg- 
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ally and equitably be pooled, the 
method suggested of distributing in- 
come and capital gains or losses in 
the proportion which the principal 
of each specific trust bears to the 
total in the pool appears to be the 
obvious method of allocation. An 


alternative suggestion, which may fit 
certain cases, is that each specific 
fund be allotted a fixed income per- 
centage and if the pooled funds sub- 
sequently yield an excess income, 
that excess be divided as indicated 
above. 
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